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§ 1.110 Taxing powers of a State or po-
litical subdivision.

(a) An obligation is considered sup-
ported by the full faith and credit of a
State or political subdivision pos-
sessing general powers of taxation
when the promise or other commit-
ment of the State or the political sub-
division will produce funds, which (to-
gether with any other funds available
for the purpose) will be sufficient to
provide for all required payments on
the obligation. In order to evaluate
whether a commitment of a State or
political subdivision is likely to gen-
erate sufficient funds, a bank shall con-
sider the impact of any possible limita-
tions regarding the State’s or political
subdivision’s taxing powers, as well as
the availability of funds in view of the
projected revenues and expenditures.
Quantitative restrictions on the gen-
eral powers of taxation of the State or
political subdivision do not necessarily
mean that an obligation is not sup-
ported by the full faith and credit of
the State or political subdivision. In
such case, the bank shall determine the
eligibility of obligations by reviewing,
on a case-by-case basis, whether tax
revenues available under the limited
taxing powers are sufficient for the full
and timely payment of interest on, and
principal of, the obligation. The bank
shall use current and reasonable finan-
cial projections in calculating the
availability of the revenues. An obliga-
tion expressly or implicitly dependent
upon voter or legislative authorization
of appropriations may be considered
supported by the full faith and credit of
a State or political subdivision if the
bank determines, on the basis of past
actions by the voters or legislative
body in similar situations involving
similar types of projects, that it is rea-
sonably probable that the obligor will
obtain all necessary appropriations.

(b) An obligation supported exclu-
sively by excise taxes or license fees is
not a general obligation for the pur-
poses of 12 U.S.C. 24 (Seventh). Never-
theless, an obligation that is primarily
payable from a fund consisting of ex-
cise taxes or other pledged revenues
qualifies as a ‘‘general obligation,’’ if,
in the event of a deficiency of those
revenues, the obligation is also sup-
ported by the general revenues of a

State or a political subdivision pos-
sessing general powers of taxation.

§ 1.120 Prerefunded or escrowed bonds
and obligations secured by Type I
securities.

(a) An obligation qualifies as a Type
I security if it is secured by an escrow
fund consisting of obligations of the
United States or general obligations of
a State or a political subdivision, and
the escrowed obligations produce inter-
est earnings sufficient for the full and
timely payment of interest on, and
principal of, the obligation.

(b) If the interest earnings from the
escrowed Type I securities alone are
not sufficient to guarantee the full re-
payment of an obligation, a promise of
a State or a political subdivision pos-
sessing general powers of taxation to
maintain a reserve fund for the timely
payment of interest on, and principal
of, the obligation may further support
a guarantee of the full repayment of an
obligation.

(c) An obligation issued to refund an
indirect general obligation may be sup-
ported in a number of ways that, in
combination, are sufficient at all times
to support the obligation with the full
faith and credit of the United States or
a State or a political subdivision pos-
sessing general powers of taxation.
During the period following its
issuance, the proceeds of the refunding
obligation may be invested in U.S. ob-
ligations or municipal general obliga-
tions that will produce sufficient inter-
est income for payment of principal
and interest. Upon the retirement of
the outstanding indirect general obli-
gation bonds, the same indirect com-
mitment, such as a lease agreement or
a reserve fund, that supported the prior
issue, may support the refunding obli-
gation.

§ 1.130 Type II securities; guidelines
for obligations issued for university
and housing purposes.

(a) Investment quality. An obligation
issued for housing, university, or dor-
mitory purposes is a Type II security
only if it:

(1) Qualifies as an investment secu-
rity, as defined in § 1.2(e); and

(2) Is issued for the appropriate pur-
pose and by a qualifying issuer.
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(b) Obligation issued for university pur-
poses. (1) An obligation issued by a
State or political subdivision or agency
of a State or political subdivision for
the purpose of financing the construc-
tion or improvement of facilities at or
used by a university or a degree-grant-
ing college-level institution, or financ-
ing loans for studies at such institu-
tions, qualifies as a Type II security.
Facilities financed in this manner may
include student buildings, classrooms,
university utility buildings, cafeterias,
stadiums, and university parking lots.

(2) An obligation that finances the
construction or improvement of facili-
ties used by a hospital may be eligible
as a Type II security, if the hospital is
a department or a division of a univer-
sity, or otherwise provides a nexus
with university purposes, such as an af-
filiation agreement between the uni-
versity and the hospital, faculty posi-
tions of the hospital staff, and training
of medical students, interns, residents,
and nurses (e.g., a ‘‘teaching hospital’’).

(c) Obligation issued for housing pur-
poses. An obligation issued for housing
purposes may qualify as a Type II secu-
rity if the security otherwise meets the
criteria for a Type II security.

PART 2—SALES OF CREDIT LIFE
INSURANCE

Sec.
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AUTHORITY: 12 U.S.C. 24 (Seventh), 93a, and
1818(n).

SOURCE: 61 FR 51781, Oct. 4, 1996, unless
otherwise noted.

§ 2.1 Authority, purpose, and scope.

(a) Authority. A national bank may
provide credit life insurance to loan
customers pursuant to 12 U.S.C. 24
(Seventh).

(b) Purpose. The purpose of this part
is to set forth the principles and stand-
ards that apply to a national bank’s
provision of credit life insurance and
the limitations that apply to the re-
ceipt of income from those sales by

certain individuals and entities associ-
ated with the bank.

(c) Scope. This part applies to the
provision of credit life insurance by
any national bank employee, officer,
director, or principal shareholder, and
certain entities in which such persons
own an interest of more than ten per-
cent.

§ 2.2 Definitions.

(a) Bank means a national banking
association or a bank located in the
District of Columbia and subject to the
supervision of the Comptroller of the
Currency.

(b) Credit life insurance means credit
life, health, and accident insurance,
sometimes referred to as credit life and
disability insurance, and mortgage life
and disability insurance.

(c) Owning an interest includes:
(1) Ownership through a spouse or

minor child;
(2) Ownership through a broker,

nominee, or other agent; or
(3) Ownership through any corpora-

tion, partnership, association, joint
venture, or proprietorship, that is con-
trolled by the director, officer, em-
ployee, or principal shareholder of the
bank.

(d) Officer, director, employee, or prin-
cipal shareholder includes the spouse
and minor children of an officer, direc-
tor, employee, or principal share-
holder.

(e) Principal shareholder means any
shareholder who directly or indirectly
owns or controls an interest of more
than ten percent of the bank’s out-
standing voting securities.

§ 2.3 Distribution of credit life insur-
ance income.

(a) Distribution of credit life insur-
ance income by a national bank must
be consistent with the requirements
and principles of this section.

(b) It is an unsafe and unsound prac-
tice for any director, officer, employee,
or principal shareholder of a national
bank (including any entity in which
this person owns an interest of more
than ten percent), who is involved in
the sale of credit life insurance to loan
customers of the national bank, to

VerDate 11<MAY>2000 14:51 Jan 28, 2002 Jkt 197033 PO 00000 Frm 00012 Fmt 8010 Sfmt 8010 Y:\SGML\197033T.XXX pfrm11 PsN: 197033T


